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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1985 1986 1987 
(Estimates) (Projections) 
Domestic Economy 
Population (millions) rw fn.3 23 
Population growth (percent) a: : 3 
GDP in current dollars 56,200 59,000 64,600 
Per capita GDP, current dollars 2,589 2,645 2,800 
Consumer Price Index Percent Change 9 10 1] 
Government Accounts 
Revenue 22,500 19,333 20,640 
Percent from Petroleum Receipts 46 32 23 
Current Operating Expenditures 12,300 12,710 13,500 
Investment Expenditures 10,700 9,610 9,610 
Balance of Payments 
Exports (F.0.B.) 13,060 8,100 8,500 
Imports (F.0.B.) 8,820 7,920 7,200 
Trade balance 4,240 (-180) . 1,300 
Current-account balance (-124) (-2 ,200) 800 
Foreign debt (year end) 15,000 17,500 18-20 ,000 
Debt-service ratio as percent of 
exports 35 
Foreign exchange reserves (year end; 
minus gold) 
Average exchange rate for year 
(X = U.S. $1.00) 
U.S.-Algeria Trade 
U.S. exports to Algeria (F.A.S.) 
U.S. imports from Algeria (C.I.F. 
Trade Balance 
U.S. share of Algerian exports (%) 9.95 
U.S. share of Algerian imports (%) 
U.S. bilateral aid 
Economic - 
Military CIMET/000's Dollars) 50 


) 


Principal U.S. exports (1986): Wheat, civil engineering and contractors' 
equipment, coal, feed grains, fresh and dried 
vegetables, aircraft, truck motors, vehicle parts, 
synthetic resins, tobacco 


Principal U.S. imports (1986): Crude petroleum, refined petroleum products, 
natural gas condensate 


Sources: GOA, IMF and World Bank statistics; US DOC Trade Statistics 





A. SUMMARY 


Algeria's centrally-controlled economy depends on hydrocarbons 
for virtually all of its export earnings and was hard hit by 
the sharp energy price fall of early 1986. During that year, 
the government instituted an austerity program which compressed 
imports and dramatically restricted invisibles outflows. 
Overall indebtedness has risen and foreign exchange reserves 
have fallen, but Algeria maintains its reputation as one of the 
better less developed country (LDC) debtors. In the vital 
hydrocarbon area, parastatal Sonatrach has shown a willingness 
to use competitive pricing to maintain and regain European and 
North American natural gas markets. Further, the government 
has continued its program of economic liberalization, slowly 
allowing state enterprises to make more decisions. The dinar 
has been permitted to fall with the dollar but remains 
officially valued at three to four times the rate traded in 
European banks. 


Owing to austerity, by late 1986 the population experienced 
shortages of necessities; industry struggled to obtain spare 
parts; and payments to foreign suppliers were severely 
delayed. Algeria started demanding short and medium-term 
credits for virtually all routine purchases formerly paid in 
cash. Austerity continues in 1987, but the domestic shortages 
have eased and payments to suppliers have become more punctual 
as energy prices have firmed and the Government has better 


measured its response to decreased export earnings. 


Algeria remains an attractive if difficult market for U.S. 
business. The country's centralist system limits all foreign 
trade to the state and has instilled in Algerians a preference 
for government-to-government deals. French is the exclusive 
language of business and private agents are forbidden. 
Furthermore, financing--including the use of countertrade--has 
become extremely important to winning contracts. New 
investment laws, especially 1986's hydrocarbon law, have 
attracted foreign and U.S. interest. Algeria is a good market 
for U.S. farm commodities, usually sold under U.S. Department 
of Agriculture subsidy programs, and for certain industrial 
components and spare parts sold on commercial terms. There are 
specialized markets for finished products, ranging from medical 
equipment to trucks to oil and gas equipment. 
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B. CURRENT ECONOMIC SITUATION AND TRENDS 


The hydrocarbon sector is of critical importance to the 
Algerian economy, representing over 98 percent of the country's 
hard currency earnings. It accounts for a far larger 
proportion of GDP than indicated by its 22 percent share in the 
national accounts, which are denominated in over-valued 

dinars. The over 40 percent drop in this sector's earnings 
since the beginning of 1986 has forced the Algerian Government 
to slash expenditures and take a series of other austerity 
measures. 


While up-to-date economic statistics for Algeria are almost 
impossible to obtain, it is certain that most growth indicators 
are now considerably below their 1985 levels. Estimated real 
GDP growth in 1986 was around 2 percent, less than one-half its 
1985 level. Industrial production and the hydrocarbon sector 
saw declines in their rates of growth. Agriculture, which 
accounts for about 8 percent of GDP and which grew by an 
impressive 30 percent in 1985, was up only 6 percent in 1986. 
Farm output will probably fall significantly during 1987, 
because of severe drought in the West. 


Based on an average of $17 a barrel, nominal GDP in 1987 is 
expected to grow at the rate of 2.2 percent, according to the 
FLN Party magazine. The magazine predicted that nonhydrocarbon 
industrial production will stay near its 1986 growth rate of 
5.4 percent. The construction and service sectors will face 
further declines. Because the overvalued dinar exaggerates the 
value of local production, Algeria's GDP figures are 

inflated. For example, a locally-produced small television 
sells for the equivalent of $350, but reportedly export models 
will retail in France for about $150. In the United States a 
similar television set would cost $60 to $80 dollars. Such 
examples could be produced for almost all Algerian manufactured 
goods. Further, nonsubsidized food products sell at many times 
the prices prevailing in Europe and neighboring Morocco and 
Tunisia, when calculated at the official exchange rate. 


The Government's economic slogan in 1986, the first year of the 
downturn, was "self-reliance." In 1987, it has become 
“autonomy for enterprises." A third policy, with great 
potential importance, is the granting of greater financial and 
managerial autonomy to state-owned enterprises, which account 
for 80 percent of the country's GDP. 
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In April 1987, the Government announced two measures relating 
to investments by state companies: (1) investments which can 
be “auto-financed" by the company's own earnings no longer need 
prior authorization; (2) several categories of bank-financed 
investments no longer have to be decided on by the "central 
planners," but are devolved to the enterprise and its Algerian 
bank. 


Autonomy also means that state enterprises are expected to be 
profitable. The Government has actually forced some public 
enterprises mainly in the construction sector to close their 
doors and has sanctioned layoffs of personnel in limited 

cases. According to the press, a significant number of smal] 
private enterprises in industrial sectors dependent on imports, 
such as construction, textiles, and paper, have had to cease 
operations because of a lack of raw materials. 


Gc. EMPLOYMENT AND CONSUMPTION 


The layoffs have created additional tensions in a society which 
has an admitted unemployment rate of 16 percent and one of the 
highest rates of demographic growth in the world (3.1 

percent). Algeria's spring 1987 census revealed that Algeria 
now has 23 million inhabitants, almost one million more than 
previously estimated. The Government is optimistically 
projecting the creation of 110,000 jobs a year until 1990, 
around 30,000 of them annually in the private sector. However, 
it admits publicly that new entrants to the job market will 
number around 180,000 each year. 


Demographics do not augur well, either, for the resolution of 
the severe housing crisis which pervades the entire country. 
Demand far exceeds the roughly 115,000 units of new housing 
which were constructed last year. The Government is granting 
increased fiscal and other incentives for housing construction 
in the hopes of tapping private sector funds. 


Austerity was brought home to the Algerian populace in yet 
another way during the period covered by this report through a 
series of shortages of food and consumer goods. These were 
caused principally by the Government's cutback on imports, 
although the press laid the blame at the doors of a rigid and 
inefficient distribution system and on consumer hoarding. 

In early March 1987, the Government increased the stringent 
import allocation for essential food products and industrial 
supplies by 3 billion dinars and also announced a modest 
supplemental import program to supply small- and medium-sized 
enterprises in the textile, paper and construction sectors. 
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At the same time, it raised prices on scarce goods such as 
coffee and sugar, which began shortly thereafter to reappear in 
the market. During the 1987 budget discussions in the National 
Assembly, inflation for 1986 was put at 10 percent; unofficial 
estimates put it between 16 and 26 percent. There is no reason 
to believe it will abate in the near future. 


D. INVESTMENT 


Over the last few years, the Algerian Government invested over 
40 percent of its fiscal revenues. That percentage dropped 
slightly in 1986 and will fall even further in 1987. The 
investment budget in the 1987 Finance Law has been kept at its 
1986 level of 45 billion dinars, while the target level for 
bank and other loans for public enterprises has been lowered 
from 47.4 billion dinars in 1986 to 43.9 billion dinars this 
year. Government planners hope the slack will be taken up by 
“auto-financing" of investments by state enterprises, by 
‘domestic private sector investment, and by investments from 
foreign operators who form joint ventures with Algerian state 
enterprises. 


The Government has stated that the investment program for 1987 
will concentrate on the completion of ongoing projects. 
According to the FLN magazine, new investment will receive only 
14 percent of the total available and will be devoted 
principally to programs to maintain existing production 
capability or to urgent programs in the productive sectors. 

The Minister of Planning has stated publicly that social 
infrastructure projects--hospitals, schools and roads--wil] 
have to wait, but that productive investment will not be 
sacrificed. 


Agriculture and water resources, particularly irrigation, will 
continue to receive priority for government spending. The 
official equivalent of $2 billion has been programmed for these 
two sectors for 1987. Emphasis is also being given to national 
industries oriented toward exports outside the hydrocarbon area 
and to industries that use and develop local resources. The 
industrial sector as a whole is allocated approximately $5 
billion in investment funds for 1987. 


The A'gerian Government is also seeking to encourage foreign 
investment. The Government does not publish figures on overal] 
foreign investment in Algeria, but it has shifted its negative 
attitude of the past in recognition of the need to attract 

both the technology, capital, and management expertise that 
foreign investment brings. In 1986 the Algerian National 
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Assembly approved two laws, one on joint ventures and the other 
on hydrocarbon exploration. Both are of potential interest to 
U.S. investors and are discussed in more detail in Parts H and 
J below. 


e. BUDGET 


The Algerians adopted an austerity budget for 1987. Far from 
even keeping up with the admitted rate of inflation, the budget 
forsees only a nominal 6 percent growth in the operating budget 
over 1986 (from 59.5 to 63 billion dinars) and no growth at all 
in the investment budget. Expenditures will exceed forecast 
revenues by 12 billion dinars, or about 4 percent of GDP. Of 
particular interest is the continued fall in hydrocarbon 
revenues projected in the budget. Hydrocarbon revenues have 
fallen from 52 billion dinars in 1985 (45 percent of government 
receipts) to a forecast 22 billion dinars in 1987 (23 percent 
of government receipts). While the artificially high dinar 
probably understates hydrocarbon's importance to government 
revenues, their almost 60 percent drop in dinar terms is an 
indication of the impact the fall in oil prices has had on 
Algeria. The Government remains dedicated to its austerity 
budget, even though crude oil prices have firmed to about $19 
per barrel. 


F. BALANCE OF PAYMENTS 


According to preliminary government statistics, Algeria ran a 
small trade deficit in 1986. The fall in export earnings was 
matched by a cutback of over 10 percent in imports. Food 
imports stayed at their high levels in volume terms, while 
industrial and equipment goods suffered the most severe 
cutbacks. 


The Government took a series of measures to reduce its habitual 
deficit in the services account, including inter alia the 
suspension of the C.0.D. postal package system in spring 1986, 
a cut in the tourist allocation, and a reduction in the number 
of government scholarships for overseas study. These measures, 
together with several one-time boosts such as the cash 
settlement from the resolution of Algeria's gas contract 
dispute with the U.S. company Panhandle Eastern, have meant 
that the 1985 current account surplus was more and the 1986 
current account deficit was less than originally projected. 


Import allocations in the 1987 budget were slashed initially 
even further to about $6.5 billion at the current exchange 
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rate. As mentioned earlier, they have since been raised. We 
project that Algeria will run a small surplus on its trade account 
in 1987. 


Two new government policies have had impact on the balance of 
payments. In June 1986, the Government permitted Algerian citizens 
to open bank accounts in hard currency. While this possibility had 
already existed for Algerians residing abroad, only with the 
extension of the accounts to resident Algerians did the Government 
begin to pay competitive interest rates on the accounts. The 
internal rates, coupled with the cut in the hard currency tourist 
allocation (now limited to once every 4 years) led over 30,000 
Algerians in the country and abroad to open accounts. Changes in 
the 1987 Finance Law, which removed legal impediments to such 
accounts, have encouraged an even more rapid increase in their 
number . 


The second change in policy affecting Algeria's balance of payments 
has been recourse to short-term trade financing. For example, in 
April 1987 Algeria signed a 3-year $500 million credit line with the 
French government, principally to finance French imports. It has 
been offered over $460 million in U.S. agricultural credits during 
fiscal year 1987 and is expected to draw on a large portion of it. 


Some observers place Algeria's recently acquired short-term debt as 
high as $2 billion. The Government does not publish debt statistics 
or make public its borrowing intentions. However, Algeria did draw 
down considerably its substantial 1985 yearend reserves during 1986 
to service its debt. According to press sources, the country's 
short- and long-term borrowings totaled over $3.5 billion in 1986. 
Press accounts put global borrowing commitments to mid-1987 at over 
$2 billion. 


Experts also differ on the size of Algeria's debt and its profile. 
The World Bank placed disbursed short- and long-term Algerian debt 
at the end of 1985 at $15.5 billion. The Organization for Economic 
Development (OECD) and Bank for International Settlement (BIS) 
figures, which take other forms of debt into account (and may also 
include some double counting), put Algerian debt at over $18 billion 
at the end of 1985 and at nearly $20 billion at the end of 1986. 


Over the years Algeria has built a reputation for sound and 
conservative economic management. With its growing debt and debt 
service ratio, this reputation will be tested over the next year. 
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G. IMPLICATIONS FOR THE UNITED STATES 


For the United States as a whole, Algeria merits serious and 
continuing attention as an actual and, especially, potential market 
for U.S. goods and services. U.S. technology dominates in the 
critical hydrocarbons sector, which was modernized and expanded by 
U.S. firms in the 1970s. In certain other sectors, such as grains 
and some other foodstuffs, U.S. products, because of quality and 
price, dominate their fields and are appreciated by Algerian 
customers. However, the U.S. share of the Algerian import market 
has hovered at the 5 to 8 percent range since independence, with a 
pair of exceptional years which saw major imports of oil and gas 
equipment. The United States has been unable to improve its share 
in the past 2 years, despite a theoretically significant exchange 
rate differential vis-a-vis the currencies of key competitor 
countries. There is some evidence that U.S. prices are becoming 
recognized as more competitive, however, and U.S. exporters should 
press this advantage whenever possible. 


Since the oil price fall in 1982, U.S. exports to Algeria have 
dropped from a high of nearly $1 billion to $530 million in 1986. 

As Algerian imports from the world have also fallen, U.S. market 
share in 1987 remains at a 6-7 percent level. This is on a par with 
that of Japan, and below the shares of dominant suppliers France (25 
percent), Italy, and West Germany (about 8 percent each). 


The Algerian centralized, statist system makes it difficult for 
American firms to succeed here. Foreign trade is wholly in the 
hands of the state. Private sector intermediaries cannot legally be 
used by foreign firms, which therefore must deal directly with the 
state monopoly for their product. It is difficult to influence 
product choice, even in the most benign sense of the term. Foreign 
suppliers generally must invest in frequent sales trips to build and 
maintain contacts. 


Algerian state officials frequently move to new job assignments, 
which exacerbates the difficulty being known by a given office. It 
is extremely useful to cultivate and to familiarize ministry and 
state company officials with products at all levels, since some 
officials represent institutional memory. 


Payment delays have been a nagging problem for all foreign 
suppliers, including Americans, although the trend is now 

improving. Algerian entities always honor deadlines for payment due 
to banks, but they have routinely delayed payments owed directly to 
private firms who have sold on a cash-against-documents basis. The 
low point was reached at end 1986-early 1987, when payments were 
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running 6 months behind schedule and there were reports of debts 12 
to 18 month overdue. The situation began to ease in spring 1987, as 
more monies were released for payment of supplier credits. Bankers 
generally credit Algerian fiscal managers with high marks for sound 
macro-management of the economy. At the same time, they are 
increasingly worried about Algeria's ability to continue its tight 
fiscal management. Some banks have stopped medium-term lending, 
citing country limits. 


Financing has always been important in Algeria but in 1987 and for 
the foreseeable future it is the sine qua non of business success. 
Since early this year, the Algerian Government has also encouraged 
short-term supplier financing, 180 to 360 days (sometimes up to 2 
years is requested) for nearly all purchase contracts. Foreign 
competitors have an edge on American firms because of greater 
willingness by European/Japanese governments and banks to provide 
financing packages. Sometimes European subsidiaries of U.S. firms 
have in fact benefited from a piece of such financing. Although a 
new, highly interesting, guarantee program offered by the U.S. 
Eximbank may improve the situation, as it stands U.S. firms must 
seek out financing from private sources and, typically, buy down the 
bank interest rate to make the offer to the Algerians competitive. 


Countertrade was pushed heavily in 1986 in reaction to the 
precipitous drop in Algerian Government revenue, but the pressure 
lessened in 1987 as the Algerian Government turned its attention to 
trade financing and admitted it had little to offer for countertrade 
that foreigners would take. 


French is the language of commerce in Algeria, and U.S. exporters 
must be prepared to correspond and negotiate in French. This does 
not imply, however, that the Algerians are tied to France; in fact, 
the tortured history of French-Algerian relations proves the extent 
the Algerians have gone to deny the French an overly dominant market 
Share. If company literature is only in English, it can be sent and 
might be read. In any case, marketers should not expect replies 
from Algerian Government entities. Another obstacle to success here 
is the Algerian preference for government-to-government and 
government-sponsored deals, which tend to benefit European firms. 


H. ALGERIA'S ATTITUDE TOWARD FOREIGN INVESTMENT 


Despite its geographic proximity to France and the EC countries, 
Algeria has never been a site of more than temporary EC or other 
foreign investment. This is because of Algeria's choice at 
independence of self-reliant, self-sufficient, and planned economic 
system controlled almost exclusively by the state. Until important 
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legal changes in 1986, neither the Algerian nor foreign private 
sector was encouraged to do much. But, there has been a sea change 
in philosophy in the past year and a half, to the point that some 
Algerian agencies are seeking foreign investors to take over 
existing industrial facilities to make them profitable and 
efficient. Algerian laws governing foreign investment have been 
improved, although they still leave much to be desired to encourage 
foreign investors who take a more than cursory scan at neighboring 
countries investment laws. OPIC does not operate in Algeria but is 
negotiating with Algerian officials. 


The Algerian joint venture investment law of 1982, as modified in 
1986, is full of references to the need to follow other regulations 
in force, some of which (such as foreign exchange transfer processes 
for profits and dividends) do not exist. It aiso restricts joint 
ventures to partnerships with state companies, not with the Algerian 
private sector. 


Perhaps the most attractive of several investment law changes in 
1986 is the new hydrocarbons investment law, which already has 
attracted the attention of some U.S. petroleum exploration firms. 
The law restricts hydrocarbon joint ventures to partnerships with 
state companies, but offers opportunities for the foreigner to 
ensure effective management control of the joint venture. 


33 BEST PROSPECTS 


Algeria's import market can be categorized as either bulk foods and 
feeds, or industrial components and spare parts. A massive 
industrialization program has produced hundreds of factories which 
produce finished goods for the local market. Most of these 
factories rely on imported components. Since the factories cannot 
meet demand, there is occasional, ad hoc importing of finished goods 
to supplement local production. 


One-third of Algerian industrial imports represent six categories: 
construction equipment; plastics processing equipment including 
machine tools and molds; vehicle spare parts (especially engines, 
tires and electrical equipment); mining machinery; electric power 
equipment; and computers and peripherals. There are opportunities 
for U.S. firms in all these sectors. 


Other sectors generating imports include industrial refrigeration 
and air conditioning, agricultural machinery, aircraft and parts, 
chemicals, food processing machinery, medical equipment, oil and gas 
field equipment, telecommunications, and water resources equipment. 
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The U.S. Department of Commerce is planning three trade missions 
over the next year, in the fields of medical equipment, 
agribusiness/food processing, and refrigeration. In addition, the 
Embassy's U.S. and Foreign Commercial Service office will sponsor a 
U.S. pavillion at the annual Algiers International Trade Fair in 
Spring 1988. 


J. | HYDROCARBONS 


Algeria was relatively unharmed during the oil price decline of the 
early 1980s, partly because it had diversified its hydrocarbon 
industry away from its dwindling oil reserves to emphasize its vast 
natural gas resources. The 1985 trade figures show its success in 
this area: refined products accounted for 22.1 percent of total 
hydrocarbon exports, condensates for 25.4 percent, natural gas for 
24.6 percent, liquified petroleum gas for 4.3 percent, and crude oil 
for only 23.5 percent. However, diversification has not protected 
Algeria from the onslaught of the new oil crisis: other energy 
prices have followed the course of crude oil downward. 


The Algerians are showing increasing flexibility on the issue of the 
pricing in the key natural gas sector. Ina settlement with Italy 
in the fall of 1986, Algeria agreed to lower the price of its 
natural gas and to soften delivery terms in order to remain 
competitive with Dutch and Soviet gas suppliers. Further, Algeria 
will reenter the U.S. natural gas market. In April 1987 it signed a 
contract with Panhandle Eastern for delivery of up to 3 bcm a year 
over 20 years on the basis of an essentially market-based pricing 
system. Algeria's national hydrocarbon company, Sonatrach, is 
presently engaged in a major price renegotiation with its most 
important single customer, Gaz de France. The Belgian company 
Distrigaz opted for arbitration of its gas contract with Sonatrach 
in May 1987 after almost a year's renegotiations. Algeria is 
looking for other outlets for its gas and sees Brazil, Greece, and 
Turkey as potential customers for LNG and Yugoslavia for pipeline 
gas. 


The Algerian National Assembly approved a new law on hydrocarbon 
exploration in June 1986. While its implementing regulations are 
still being developed, the new law offers foreign investors 
significant improvements compared to previous regulations. Algerian 
officials are hopeful that the new hydrocarbon law, which they 
believe is competitive with that of other countries, will attract 
needed foreign investment. Large investments will be required in 
the future in gas gathering, transportation and reinjection 
facilities. Substantial opportunities could exist for U.S. 
engineering and construction firms, and for oil field equipment, 
building materials and construction machinery manufacturers. 














